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Abstract
This article studies the main provisions and features of transfer pricing regulation in the Russian and
international tax practice. In the context of the transition to the digital economy, the current transfer
pricing methods fail to match modern business models in terms of approaches to value creation.
Thus, it is necessary to examine the main aspects of developing the state regulation of transfer
pricing in the Russian Federation to determine the main shortcomings of the Russian price control in
controlled transactions. The article presents the typical features of controlled transactions and the
prospective use of blockchain technology in the management of transfer pricing.
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1. Introduction
The effective implementation of economic policies by the Russian Federation and ensuring
the fiscal interests of the state and municipalities are conditioned by the use of tax control measures
as a special form of state regulation (Saydulaev et al.: 2020; Krasnov et al.: 2020). Tax control is a set
of measures used by the Russian state regulation to implement effective economic policies and
protect the fiscal interests of the state and municipalities. The legal regulation of tax control should
also harmonize legal relations between groups of companies and the state represented by its tax
authorities. Businesses should be able to develop, increase their profits and pay a fair amount of taxes
to the state (Fedyunin: 2019).
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The development of market relations encourages business entities to look for methods to
ensure their stability and increase competitiveness. One of such methods is transfer pricing. A
transfer price is an intercompany price that is used in the interchange of goods or services and
transactions and accountings between corporate divisions and branches. It is always set confidentially
and constitutes a commercial secret. Optimal transfer prices provide business entities with a
maximum marginal income (Grundel et al.: 2020; Mazurina et al.: 2020; Abdulkadirov et al.: 2020).
Due to the growing transnationalization of the global economy, the fiscal authorities of many
countries impose taxes and customs duties on participants in foreign economic activity that
implement cross-border transactions between interrelated (interdependent) entities. The use of
transfer pricing by foreign trade participants (the possibility of using deliberately low prices between
interconnected (interdependent) entities when concluding a foreign trade contract) causes a shortfall
in income to national budgets from an income tax, personal income tax, mineral extraction tax, value
added tax and customs duties. According to expert estimates, the share of transfer transactions is
about 50% of the world economic turnover and this figure continues to grow rapidly. Using the
mechanism of transfer prices, transnational corporations try to reduce the tax burden by an average of
10-15%, which is considered a good result for developed economies (Boldyreva: 2019). From the
standpoint of international business, transfer pricing is an effective economic tool. From the
viewpoint of state interests, transfer pricing is a mechanism for minimizing tax payments and customs
duties.
At present, there is a certain contradiction. On the one hand, tax legal relations between
market participants and government agencies actively transform. On the other hand, the number of
tax disputes over transfer pricing increases from year to year. Currently, many scholars question the
possibility of ensuring a balance of interests between taxpayers and state in the tax control of transfer
pricing. For example, A.N. Fedyunin (2019), I.A. Boldyreva (2019), M.O. Kakaulina (2019), etc.
studied the tax control of transfer pricing in transactions. However, modern surveys on transfer
pricing become even more relevant in the context of the impact of the global digital environment on
the effectiveness of tax control in this area. There are still not enough studies on this matter. The
research hypothesis is that many tools of the current transfer pricing mechanism in the Russian
Federation are outdated but it is possible to improve the existing tax control by creating a unified
system of tax regulation based on blockchain technologies.

ISSN: 2237-0722
Vol. 11 No. 4 (2021)
Received: 14.05.2021 – Accepted: 06.06.2021

853

2. Methods
We selected the dialectical method of cognition as the main research method. The method of
systemic analysis was used to study Russian tax control over transactions and systems based on
international standards. The statistical method showed the reduced tax burden of companies utilizing
transactions with transfer pricing. The historical method enabled us to determine the developmental
stages of the regulation of these transactions. The comparative-legal method revealed the possibility
of applying international experience in the regulation of transfer pricing by Russian legislation. To
prove the above-mentioned hypothesis, we used information from trusted Internet sites, legal acts and
scientific views set out in articles.

3. Results
The concept of "transfer pricing" was introduced by the United States in the 1960s, when the
US economy started to leave the geographical boundaries of one state and its large corporations
began to establish their divisions in other countries, including to reduce the tax burden and other
production costs (Baranova: 2015).
In Russia, the Tax Code of the Russian Federation (Nalogovyi kodeks Rossiiskoi Federatsii:
1998, 2000) regulates transfer pricing (Article 40 of the Tax Code of the Russian Federation). The
article offers a certain compromise between the state and business. Without directly prohibiting
transfer pricing transactions and providing holding companies with a certain freedom in the formation
of internal prices, this rule limits the tax efficiency of transfer pricing and sets the permitted deviation
of prices from market prices by no more than 20% (otherwise, taxes are calculated based on market
prices). Russian legislation in the tax administration of transfer prices is being improved to bring it in
line with international standards. In the process, a new concept was introduced into the Tax Code of
the Russian Federation – "commercial or financial conditions different from those that would take
place in similar transactions between persons that are not interdependent (market prices)". The list of
controlled transactions comprises foreign trade transactions with natural resources (oil, metals and
mineral fertilizers) and transactions with persons registered in states included into the so-called
"black list" by the Ministry of Finance of the Russian Federation if the total income from such
transactions exceeds 60 million rubles per year (Boldyreva: 2019). The crucial points in the
regulation of transfer pricing that require legislative elaboration are as follows: features of
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interdependence (interconnectedness) of persons carrying out transactions; the list of controlled
transactions, including intellectual property items; the list of methods for determining market prices
and conditions for their use; the introduction of preliminary agreements on pricing (Boldyreva,
Klyukovich: 2015).
The interdependence of persons making foreign trade transactions is the basis for checking the
correctness of prices by tax authorities since this factor determines the controllability of transactions.
Under Russian legislation, there are 11 categories of interdependent persons, while the previous
edition of the Tax Code of the Russian Federation included only three categories. The
interdependence of such persons is determined by the following conditions: one organization
possesses a direct and (or) indirect share interest in another organization, and the aggregate
proportion of such interest exceeds 25%; a third party possesses a direct and (or) indirect share of
both parties to some transaction, and the aggregate proportion of such interest exceeds 25%; one
party to a transaction has the right to appoint at least 50% of the management of the other party; a
third party appoints the heads of both parties to some transaction; more than 50% of the management
of both parties to a transaction coincide; one party to a transaction is the manager of the other party;
when both parties to a transaction belong to a group of several organizations, whose participants
directly own more than 50% of each other's capital; there are family relations between the parties to a
transaction (Baranova: 2015). When determining market prices and customs values, tax and customs
authorities should take into account that the interdependence of parties can be not obvious but rather
hidden, i.e. it does not fall under common standards. Such transactions include, in particular:
transactions on unusual terms in relation to the price level, interest rate, guarantees or payment
conditions; transactions in which there is no economic logic or the reasons for its implementation are
unclear; transactions whose content differs from their form; transactions that are carried out in an
atypical or unusual way or by persons who usually do not participate in such transactions;
transactions with buyers or sellers that are especially large and important in comparison with other
transactions; non-fixed transactions, for example, the provision or receipt of free information or
consulting services (Zubenko et al.: 2020; Nikitina et al.: 2020; Bondarenko: 2020). From the
viewpoint of taxation and determining customs values, transfer pricing regulation aims at providing a
market price for calculating taxes and duties. When working with interdependent parties, fiscal
authorities (including tax and customs authorities) strive to solve their specific tasks: for tax purposes,
the use of market prices ensures the market distribution of profits between different jurisdictions
(countries) where the companies involved in the transactions under consideration pay taxes. For
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customs purposes, the determination of market prices is important to ensure the "market" prices for
imported goods and the calculation of customs duties and taxes (Zaikina, Rubchenko: 2008). In
relation to tools used to achieve the goal set, tax authorities adjust the costs of purchasing goods by
participants in foreign economic activity, and customs authorities regulate the customs value of
imported goods. To determine customs values, customs authorities need to ensure that the transaction
price actually paid or payable by interdependent parties (transfer price) is acceptable for customs
purposes. The solution is to study the circumstances of a certain transaction and apply test values.
According to G.A. Makhovikova (2014), the field of transfer pricing experiences the
following problems: information awareness as the key factor in choosing a method for determining
prices; major labor and financial costs; no clear methods for confirming market prices in transactions.
In particular, the methods for determining the conformity of the applied prices are imperfect. Their
use is hindered by the following factors: 1) the complex search for a similar transaction between noninterdependent counterparties; 2) the need to seriously adjust accounting, transaction indicators and
price indicators for their comparison; 3) difficulties in collecting information about foreign affiliates
involved in a controlled transaction (Kakaulina, Khmura: 2019).
The above-mentioned problems are confirmed by the fact that the number of tax disputes on
transfer pricing does not decrease, which proves the lack of sufficient legal support for tax authorities
conducting tax control. In many cases, tax control implemented by tax authorities contradicts the
existing tax legislation. The relevant law establishes certain cases in which tax authorities have the
right to check the correctness of the prices applied, but these criteria are not taken into account in
18% of cases considered by them (Artyukh: 2018). This also testifies to the inconsistency of tax
legislation in the area of tax control over transfer pricing and the incorrect application of these norms
by tax authorities.

4. Discussion
Tax aspects of transfer pricing have been subject to international state regulation since the
1970s. The main idea of transfer pricing outlined by the Organization for Economic Co-operation and
Development (OECD) is the "arm's length" principle, i.e. the fair distribution of taxes among
countries and avoidance of double taxation (Neighbour: 2002). In the framework of this principle, it
is necessary to check the parameters of transactions between interdependent entities in the context of
transactions with independent counterparties. If there are discrepancies in transactions with
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independent counterparties, one should estimate the profit that could arise in the relevant market
conditions. The OECD first issued transfer pricing guidelines in 1979, updated them in 1984 and
1995 and still regularly renews them. Article 9 of the OECD Model Tax Convention allows charging
additional taxes if goods, works or services are sold below the price established between independent
counterparties. These provisions are often included in treaties for the avoidance of double taxation
(OECD: 2017a). According to this article, if one state notices the fact of price manipulation,
additional taxes are charged in transactions with due regard to market prices, while the other state, in
whose territory the other party to the transaction is located, recognizes these alterations. This
mechanism is called symmetric adjustments to the tax base. Article 9 of the OECD Model Tax
Convention also provides the basic principles for regulating transfer prices. However, the main
criteria and parameters for recognizing the interdependence of persons and the total value of
controlled transactions and methods for determining market prices are established by each state
independently.
Currently, the main document in the international tax regulation of transfer pricing is the
OECD "Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations"
published in 1995 (OECD: 2017b). These guidelines were adopted due to the relative and absolute
growth of intra-company trade. In the 1990s, the share of import and export in intra-company trade
was 36% and 43%, respectively, in the US; 34% and 18% in France; 25% and 14% in Japan; 38%
and 9% in Sweden (Gordeeva: 2012). The effective application of the OECD guidelines is associated
with certain conditions: 1. Transfer pricing is built over a solid technological base, which forms
quality information and ensures its quick exchange; 2. Western enterprises have a well-developed
management accounting system considering the overall strategy of such an enterprise; 3. Western
enterprises have well-trained middle-level managers experienced in the field of economy and
management; 4. A method of transfer pricing is selected by enterprises independently and is
conditioned by the specifics of their activities (Lazareva: 2016). Management accounting is the basis
for forming transfer prices in the West. A management accounting system accurately calculates the
cost of products and services, as well as allocates centers for financial responsibility. Management
accounting includes three aspects: accounting at full cost, by centers for responsibility and production
cost based on variable production costs ("direct costs"). The long-term threshold of transfer prices is
determined by the total cost of goods, while the short-term one is based on variable costs.
The OECD "Transfer Pricing Guidelines for Multinational Enterprises and Tax
Administrations" comprise two groups of methods: methods based on transaction analysis and
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methods based on profit analysis. Their methodic recommendations provide three main methods
based on transaction analysis, including the comparable uncontrolled price method, the resale price
method and the cost-plus method. Taxpayers living in the OECD countries legally calculate special
prices for transactions that might be subject to tax control. The method of transfer pricing is selected
after analyzing a specific situation and transaction since most OECD countries neglect the strict
hierarchy of priority using different methods. Under the comparable uncontrolled price method, the
price of goods under a controlled transaction is compared with the price of similar goods for
comparable transactions (both internal and external). This method cannot be used automatically since
it is necessary to consider the similarity of economic conditions and circumstances. The methodic
recommendations on transfer pricing define comparability factors, including characteristics of goods
or services; contractual terms established between the parties; economic circumstances determining a
transaction; the strategy of economic development. Taking into account these differences between
controlled and potentially comparable transactions, the adjusted price of the latter is the target price
for a controlled transaction.
The advantage of the comparable uncontrolled price method lies in its objective nature. Its
disadvantages are the lack of clear definitions of sufficient criteria to confirm the identity or
homogeneity of some goods. The resale price method is preferred when purchasing a product from an
interdependent supplier and then reselling it to a non-dependent buyer without recycling. The resale
price of an item is reduced by the amount of gross margin. To determine the margin value, it is
necessary to obtain data on comparable transactions. The market price of such an item will be
calculated from the margin after adjusting it for other costs associated with the acquisition of this
item. This method is used in cases where an enterprise does not have the necessary data on
comparable transactions and the differences between controlled and comparable transactions are
difficult to measure. The method is easy to use in calculating transfer prices. However, it does not
provide accurate calculations and they can be consequently challenged in courts (Kholopov et al:
2019). The cost-plus method determines the supplier's expenses in a controlled transaction regarding
both direct and indirect costs of production and sale of goods. The selling price is the sum of costs
and profits. The profit per unit is determined through the standard of profitability typical of a given
activity. According to the cost-plus method, the profit is a certain value before the deduction of fixed
costs. This method is efficient in relation to the provision of services. The advantage of this method is
the objectivity and clarity of calculations. However, it has certain drawbacks: the responsibility center
is not interested in reducing its actual expenses and the transfer price based on the full cost price does
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not allow to control the efficiency of the responsibility center. If the above-mentioned methods of
transfer pricing do not bring positive results, the legislation of the OECD member states utilizes
methods based on profit analysis, in particular, the profit split method and the transactional net
margin method. The profit split method aims at determining the profit that interdependent entities
receive from joint transactions and distribute among themselves depending on the degree of their
participation in generating this profit (Khmura: 2019). The party's contribution is determined through
a functional analysis with due regard to the assets used, the risks assumed and external market
factors. The transactional net margin method is used to calculate the net margin in relation to some
base (for example, regarding costs and assets) that taxpayers receive from a controlled transaction.
The net income is considered after deducting all the costs, both variable and fixed.
At present, Russian tax legislation has come closer to international standards for imposing
control over transfer pricing in such aspects as:
The number of criteria for recognizing persons as interdependent;
Conditions for determining controlled transactions;
The number of methods for identifying market prices in transactions;
The obligation to notify tax authorities about the implementation of controlled transactions;
The interval of market prices (profitability);
The right to symmetric adjustments for parties in controlled transactions;
Providing the opportunity to conclude an agreement on pricing for tax purposes.
Although the Russian Federation is not an OECD member country, it takes an active part in
the implementation of new mechanisms to control transfer pricing and improve the interaction
between member countries and OECD observers to determine cross-border transactions in conditions
that differ from market.
To solve the above-mentioned issues and identify and manage transactions between
interdependent entities, it is necessary to use a blockchain technology. The introduction of a
blockchain-based platform for implementing inter-company transactions into the activities of
transnational corporations will allow keeping records of the entire chain of controlled transactions.
A group of scholars from different countries has developed a technique of organizing intercompany business in a blockchain environment (Zhang et al.: 2019; Iudina et al.: 2020).
Transnational corporations can create a distributed ledger to complement the existing systems for
processing transactions, recording supporting documents and incorporating automatic compliance
throughout their business network. Their subsidiaries, accounting, finance and inter-company
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departments, internal and external auditors and regulatory bodies in each jurisdiction can have
authorized access to the distributed ledger through a local subsidiary, which is safe and secure. Such a
blockchain-based distributed ledger can ensure that transactions comply with the rules of each
jurisdiction.
Thus, a blockchain technology strengthens internal and external financial control over the
implementation of transactions among interdependent companies and helps them quickly and in time
apply the existing methods of adjusting transfer prices (Khmura: 2019). The introduction of a
blockchain technology reduces the risk of falsification of documents and eliminates the possibility of
interference and manipulation with shipping documents.

5. Conclusion
The study has demonstrated that transfer pricing is not a tax violation but is a part of the tax
policy of companies seeking to minimize their tax burden. Tax authorities are to eliminate the
influence of interdependence on the terms of transactions, without forgetting that there is interference
in legitimate business activities that is not prohibited by law. The extent of such interference should
have clear legal boundaries. Therefore, it is necessary to form clearer conceptual and methodological
foundations of transfer pricing which are not yet available in Russia. If moving to the digital
economy, it is advisable to introduce methods based on a blockchain technology into the tax control
over transactions of interdependent companies. This approach will allow keeping records of the entire
chain of controlled transactions. Thus, the research hypothesis seems to be proven. Many interesting
issues of transfer pricing remain outside the scope of this article, including ways to achieve a balance
of interests between state and taxpayers that use transactions between interdependent companies to
minimize tax payments.
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